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RELIEF OF CORPORATE DOUBLE 
FEDERAL INCOME TAXATION
By MINNA YAVIL TOMKIN, C.P.A.
Mrs. Tomkin is a Charter member and past president of District of Columbia 
Chapter of ASWA. She is a member of AWSCPA; District of Columbia Institute 
of CPA’s; and Federal Government Accountants’ Association.
Her education includes a B.S. Degree from Temple University and M.A. in 
Accounting from George Washington University. She is a C.P.A. of Penn­
sylvania.
At present Mrs. Tomkin is employed in the Office of the Comptroller of the 
Army, Accounting Policy Branch. Minna has had other Federal Government ex­
perience, and public accounting and teaching experience.
The pending Congressional proposal for 
dividend credit to stockholders attacks the 
problem of correcting double taxation of 
corporate profits from an economically un­
realistic approach. It acknowledges the 
stockholder community as possessing pre­
eminent entitlement to relief benefits rather 
than the corporate entity which should have 
equal or prior claims to relief. The funda­
mental factor in America’s industrial and 
commercial productivity, within the frame­
work of free enterprise, is the corporate 
form of business organization. As such it 
should be the direct beneficiary of any tax 
advantages enacted in the revision of the 
Federal tax on corporate dividends.
In the writer’s opinion, then, the corpora­
tion should be freed of all taxes on that 
part of current profits translated into divi­
dends, regardless to whom paid, and an in­
tegral part of such a proposal should be a 
provision for the withholding of taxes on 
corporate dividends at the level of 
corporate origin. Such a proposal would 
permit certain residual benefits to flow to 
the stockholders. For the purpose of the 
following discussion we shall call this pro­
posal, proposal X.
Effect on Profits
After elimination of that portion of cur­
rent profits designated as dividends, resid­
ual corporate earnings under proposal X 
would be subject to the same corporate tax 
assessments as are now in effect. The im­
mediate tangible benefit to several parties 
in interest — corporate and stockholder — 
is the increase in earnings after taxes. For 
example, at an effective rate of 52 percent, 
corporate earnings available for dividends 
may be increased correspondingly in the 
amount of the tax savings, other conditions 
being equal, and the balance transferred to 
surplus, after taxes, augmented almost 20 
percent, as illustrated in the following com­
putations :
(1) Under present tax laws 
Corporate profit before taxes
$1,000,000
Combined ordinary and sur­
tax rates (52%) 520,000




Balance of earnings to sur­
plus $ 280,000
(2) Proposal X
(a) Tax savings on corporate 
dividends ($200,000 x 52%)
$ 104,000




(b) Corporate profits before
taxes $1,000,000
Distribution to stockholders 304,000 
Balance subject to combined
rate (52%) 696,000
Taxes 361,920
Balance of earnings to sur­
plus $ 334,080
Not only are the savings attributable to 
the removal of the double tax on corporate 
dividends theoretically available for larger 
distributions, but, if actually converted into 
dividends, the balance of taxable corporate 
earnings is even further reduced. Whether 
corporate managers decide to retain or pay 
out savings envisaged from a dividend 
credit to corporations, transfers to surplus 
would be greater than in the absence of 
such a credit. A showing of legitimate re­
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quirements for the use of these surplus 
funds under the provisions of Section 102, 
should involve little labored justification in 
retaining any excess amounts over the stat­
utory limitations. The unshackling of cor­
porate earnings from the duplicate tax levy 
on dividends and the translation of result­
ant additional resources into productive uti­
lization would exert more far-reaching and 
permanent good and improvement through­
out the economy through the constructive 
direction and control of the corporate me­
chanism than would be possible under the 
dissipated economic influence of a dispersed 
and productively effete stockholder group.
Effect on Stockholders
The pending Congressional proposal is 
more concerned with assuring that certain 
income groups are directly benefited than 
in plugging the drain on corporate earn­
ings. The combination percentage and ab­
solute reductions with respect to dividend 
income are beneficial to individuals fortu­
nate enough to enjoy income from dividend 
sources and completely overshadow real and 
equitable preferences assignable to the cor­
porate entity. Although proposal X is more 
concerned with plugging the drain on cor­
porate earnings, it would have immediate 
and potentially substantial benefits to stock­
holders. As illustrated in the computations 
above, larger stockholder distributions are 
an immediately realizable gain. This addi­
tional participation in corporate earnings 
may be employed by investors to produce 
the same productively salutary impact as 
the current dividend credit proposal, viz., 
the release of additional equity capital, 
stimulation of purchases, and added im­
petus to the entire cycle of savings, in­
dustrial and commercial expansion, and 
more widespread consumption. If larger 
dividend distributions are not made, stock­
holders’ equity is considerably augmented 
as a result of the corporate savings which 
are attained. Indeed, for higher tax brack­
et stockholders, this approach may be 
more advantageous than the receipt of div­
idends as the increments accruing under 
corporate retained earnings will be sub­
ject to the much lower capital gains taxes 
upon disposition of the corporate stock.
Effect on State and Local Jurisdictions
Various supplementary benefits under 
proposal X also merit consideration. Tax 
collectors of State and local jurisdictions, 
in the event that additional dividend dis­
tributions become a reality, would be en­
titled to additional receipts through as­
sessments on larger incomes. The advan­
tages under this proposal would be of 
more pervasive experience throughout the 
multi-jurisdictional pattern of our polit­
ical organization than under the stock­
holder dividend credit plan. This type of 
adjustment would be a most healthy cor­
rective for the not uncommon gravitation, 
at an alarmingly increasing rate, of nu­
merous local jurisdictions towards capital 
assessments due to the dearth of taxable 
sources of income. As a form of savings, 
and representing accumulations attribu­
table to thrift, prudence, and forbearance, 
capital does not comprise a fair, equitable, 
or productive basis for taxation.
Inadequacy of Equity Funds
Corporate inability to increase equity 
capital where directly related to unattrac­
tive dividend records and limitations on 
the growth of equity interests under ex­
isting corporate tax structure will not be 
immediately ameliorated upon enactment 
of the dividend credit proposal. Consider­
able time, effort, and expense will be 
required before the tax savings which 
stockholders are expected to reinvest in 
corporate activity becomes available as in­
creased corporate equity. The more prac­
tical approach would appear to be direct 
relief at the level of corporate earnings. 
Increased earnings after taxes more read­
ily and convincingly brighten the invest­
ment picture than does dependence on un­
certain increments in new investor money.
Corporations unable to attract equity 
capital often resort to debt financing. 
Servicing of debt, while involving some 
cost with respect to the earnings after 
taxes as compared to earnings sans such 
charges, has the effect of reducing tax­
able income and thus depriving the Gov­
ernment of funds which would be gener­
ated for taxation were equity financing 
substituted. Proposal X counts among the 
several parties at interest, a much ma­
ligned but fundamental and important 
beneficiary, the United States Treasury.
Withholding at Corporate Level
The mechanics of withholding taxes on 
dividends under proposal X should be as 
simple, cost-free, and effective as possible. 
The merits of the technique, well-estab­
lished in the collection of other Federal 
revenue, are evidenced in the collection 
of taxes on wages and salaries.
Determination as to the percent of divi­
dends to be withheld is not intended to 
be part of the scope of this discussion. 
While the proposal does not contemplate 
withholding 100 percent of stockholders’ 
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tax liability, nor indeed would this be 
practicable in view of the multiplicity of 
stockholders’ tax brackets, a flat percen­
tage of dividends accrued or paid might 
well be selected in withholding a signifi­
cant amount of the tax ultimately due. It 
is suggested that such percentage be 20 
percent. At this rate complete tax settle­
ment with respect to the liability of stock­
holders in the lowest bracket would be 
effected.
Withholding with Respect to Special 
Status Recipients
Withholdings of taxes on dividends paid 
domestic corporate recipients, foreign cor­
porations, and other special status recipi­
ents such as non-domiciled individuals, 
aliens, fiduciaries, estates, and trusts are 
of relevance to this discussion in that it 
is contemplated that this method of par­
tial collection would be applied to all cor­
porate earnings distributable as dividends. 
While it would be desirable in the interest 
of efficient and economical administration 
to treat all dividends uniformly for the 
purpose of withholding, such a pattern is 
neither desirable nor practical with respect 
to recipient corporate stockholders. The 
participation of these latter under the plan 
would be affected by such additional fac­
tors as over-all gain or loss during the 
taxable period, varying percentage and 
nature of tax liabilities incurred, and the 
dividend credit extended to corporate re­
cipients. It is suggested that consideration 
be given to some form of withholding for 
taxes on dividends accruing to these spe­
cial status recipients, with provision for 
appropriate adjustments to conform tax 
payments to actual liability related to the 
recipient’s composite tax position, deter­
mined after the taxable period.
Combination of Corporate Profits Ex­
emption and Individual Dividend Credit
While, in the writer’s view, the corpo­
rate taxpayer has prior rights to any relief 
from the double tax burden, it may be 
feasible and practical to include some bo­
nus feature to individual stockholders. It 
is recognized that inclusion of some type 
of modified dividend credit to stockholders 
depends on complex and delicately inter­
related economic factors, such as the level 
of economic activity — current and fore­
cast — or the need for additional Govern­
mental revenues. However, some variant 
of the dividend credit now under consid­
eration by Congress might be incorporated 
in the approved legislation and thus com­
pensate these individuals for the loss of 
their foremost position as beneficiaries.
Withholding and Accelerated Tax 
Settlement
In addition to assuring the collection of 
a fair proportion of taxes on dividends at 
point of origin, the withholding procedure 
conceivably will expedite collections at a 
rate coincident with the dates of distribu­
tion or credit to stockholders. This prac­
tice, which will not effect stockholders’ 
final settlement, will be conducive, never­
theless, to the orderly, periodic and sys­
tematic transfer of sums to designated de­
positories. Further, withholding opera­
tions will ultimately result in an accele­
rated and more constant flow of receipts 
to the Treasury, paralleling the pattern of 
fiscal year ends of dividend paying cor­
porations instead of following the termi­
nation of recipients’ calendar years or the 
dates of amended tax estimates.
Advantages to the Economy
The advantages under proposal X are:
1. Availablity of larger amounts of cor­
porate income for dividend distribu­
tion
2. Encouragement of purchase of corpo­
rate stocks through prospectively 
larger earnings distributions to stock­
holders as dividends or equity
3. Benefits to States, cities, and other 
local governments as a result of the 
wider geographical distribution of 
corporate income available for pur­
poses of local taxation
4. Greater assurance that foreign share­
holders would not be able to avoid 
payment of the required Federal 
taxes through application of the with­
holding feature on all dividends dis­
tributed
While the above are the directly identi­
fiable benefits of this proposal, other less 
tangible but equally important advan­
tages are indicated. American industry, 
more than at any time before, should be 
encouraged in risk, research, and experi­
mental ventures, as well as in just simple 
growth activity. The deployment of entre­
trepreneurial wherewithal in the orbit of 
corporate operations ultimately spells a 
greater abundance of goods, services, and 
related gains for all — wage earners, con­
sumers, profit seekers, and the Govern­
ment. The dynamism of American corpo­
rate forces in the area of wealth produc­
tion should be more adequately recog­
nized, specifically, in the current revisions 
to the tax laws.
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